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DIRECT TESTIMONY OF RANDY GUNiV

FOR

'I'HE OFFICE OF REGULATORY STAFF

DOCILE'I' NO: Z(IU9-261-E

IN RE: APPLICA'I'ION OF SOUTH CAROLINA ELECTRIC 8c GAS

COMPANY FOR THE ESTABLISHttlEN'I' AND APPROYAL OF DSM

PROGRAMS AND RA'I'E RIDER

10 Q. PLEASE STATE YOUR NA. tIE, BIJSINFSS ADDRFSS, AND OCCIJPATION.

11 A. My name is Randy Gunn. My business aililrcss i» 3() South t2t'acker Drive, Suite

12 3100 Chicago. IL 60606. 1 am employed by Navigant Consulting which mergcil in

January 2010 with Summit Blue Consulting, LLC. Navigant Consulting provides

consulting services to energy utilities, state agencies, and non-prolit organizations on

matters relating to energy efficiency, demand side management ("DSM"), rcneyvable

16 energy, resource planning, anil relatcrl areas.

17 Q. PLEASE STATE YOUR EDI'CATIONAL BACKGROUND AVD EXPERIENCE.

20

21

22

1 received my Master's Degree in Planning from the I Jnivcrsity of Minnesota's

Humphrey Institute of Public Affairs in 1J08. My Master's coursework focused on

energy, technology. and naturttl resources, In adilition, 1 received a Bachelor «f Arts

Degree in Physics from Carleton College in 1 tJ80.

Prior to becoming employed with Navigant Consulting, 1 was a company founilcr

and Principal of' Summit Blue Consulting. My consulting «ork for the past several years
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has focused on energy efficiency planning and evaluation studies that have been used as

part of energy efficiency regulatory proceedings. I have recently led energy efficiency

potential studies, energy efficiency program design studies, and'or the DSM aspects of

4 integrated resource plans for American Electric Power Company ("AEP"), Consumers

5 Energy, Duke Energy Indiana, Kansas City Power and Light, Nova Scotia Power, and

6 Xcel Energy Minnesota. I am currently leading energy efficiency and demand response

7 program evaluation work for Commonwealth Edison, American Electric Power, and the

8 Southern California Public Power Authority. Before forming Suinmit Blue, I was

9 employed by Sieben Energy Associates as Manager of L'tility Consulting, Prior to joining

10 Sieben Energy Associates, I held various positions at Northern States Power Company in

ll its Demand Side Management Department. My resume is included as an Appendix,

12 Q. ON WHOSE BEHALF ARE YOU TESTIFYING?

The South Carolina Office of Regulatory Staff ("ORS").

14 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

15 A. The purpose of my testimony. is to present my review and analysis of South

16

17

Carolina Electric k. Gas Company. 's ("SCERG's" or "the Company. 's") demand side

management application.

18 Q. PLEASE SUM. t'IARIZE SCE&G'S PROPOSED DSM PROGRANIS.

20

21

SCEE.G proposed a portfolio of energy efficiency programs that are similar to

those of other investor-owned utilities which haie started ncw energy efficiency

programs in the last two years. These include:

22

23

~ Residential Benchmarking An energy information program using comparative

energy use information for similar customers.
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~ Residential Energy Information Display An energy information program using

an in-home display of home energy usc.

~ Residential Fnergy ( heck-11p and I lome Performance Audit An energy audit

and retrofit pro~.

~ Residential FNFRGY STAR Lighting and Appliances A program offering

10

rcbatcs for ENERGY STAR items such as lamps, fixtures, dishwashers, and

room air conditioners.

~ Residential New High Efficiency HVAC and Water Heater A proyam

offering rebates for high efficiency air conditioners, heat pumps, and tankless

water heaters.

12

Residential Existing HVAC Ffficiency A program offering rebates for HVAC

tune-ups, duct insulation, and duct sealing.

13 Residential FNFRGY STAR New Homes A program offering rcbates for new

14

17

homes that meet ENERGY STAR standards.

~ Commercial and Industrial Prescriptive A program offering rebatcs for

efficien commercial lighting, motors, HVAC, and food scrvicc txluipment.

Commercial and Industrial Custom A program offering rebatcs for larger and

non-standard energy efhciency projects.

19 Q. PI.FASF. PROVIDE AN OVERVIEW OF SCE8rG'S PROPOSED DSM

20 PROGRAMS.

21 A. Positive qualities of SCAG's proposed programs include:

22 ~ The programs cover most major customer groups and cnd users.
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~ The programs represent Company savings of approximately 0.4% of baseline

sales in thc programs' first year.

~ The rcsidcntial rebate amounts are similar to those of other utilities with recently

initiated DSM programs.

Other observations include:

10

12

13

14

16

17

19

20

21

22

23

~ There is no low-income customer program that provides frcc energy efficiency

measures. Most utilitics implementing large scale DSM programs generally offer

such Iow-income customer programs. SCERG's proposed approach to serving

low-income customers is to offer them slightly larger rebatcs than other customers

for participating in Tier 2 of the Residential Energy Check-up and Home

Performance Audit program.

~ The customer fees for the Residential Energy Check-Up and Home Performance

Audit program are high. SCE&G estimates that contractors will charge customers

$300 to $600 for the Tier 2 energy audit. Navigant Consulting is not aware of

other utilities offering this type of program with similar fees. Generally, the

customer cost of energy audits is reduced below cost by utility program funds.

~ For the commercial and industrial programs, little information is provided

regarding the rebate amounts that will bc offered through the programs. In David

Pickles' testimony, tentative rebates are shown for commercial lighting measures,

but not for other cnd uses. The rebatcs in the draft schedule shown on page 23 of

thc Appendix to Mr. Pickles' testimony are difficult to compare because the

savings shown in the table are minimum watt savings instead of the average or

typical savings shown by most utilities. In many utility DSM regulatory program

THF. OFFICE OF RECIJI.ATORY STAFF
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plans, morc detailed information regarding the proposed programs' incentive

strategies and evaluation plans is generally provided.

~ The Company is not proposing a stand-alone small business program, and instead

proposes to include small businesses as part of its commercial and industrial

programs. DSM industry experience has shown that small business customers

participate in low numbers in programs more targctcd towards larger commercial

and industrial customers. Often utilities offer special programs for small business

customers, or allov small business customers to participate in certain residential

10

13

14

programs.

~ The Company proposes a program year of December 1st to November 30th.

Program years that are different than calendar years are not that uncommon, but

these program years are generally linked to other regulatory or budget years for

consistency. It would be better if the proposed program year conformed to the

calendar or fiscal year.

15 Q. VVHAT RECOMMENDATIONS DO YOU HAVE REGARDING SCE&G'S

16 PROPOSED DSM PROGRAMS?

Our recommendations include:

19

~ Developing a stand-alone Iow-income customer energy efficiency program.

~ Adding a residential appliance recycling program in program year two. This type

20 of program is aimed at customers having secondary refrigerators, freezers, and

21

22

23

room air conditioners. The second unit in most customers' homes is usually an

older, inefficient unit. The program typically offers a free service which collects

these appliances from customers and offers a small participating incentive

THE OFFICE OF RECItEATORY STAFF
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generally between 525 and $50. Thc unit» are disassembled and the spare parts

and refrigerant arc appropriately disposed of.

~ Lovvcring the customer fees for thc Residential Energy Check-Up and Home

Pcrforman«c Audit.

~ Adding a commercial ncvv construction program in program year tvvo or three. A

6 commercial new construction pnigram typically provides building design

assistance and financial in«cntives for customers building nevv commercial

10

f7

facilities, primarily offices, retail stores, schools, and health care facilities. Lost

opportunities v hi«h occur ivhen nevv buildings are built vvithout r«gard to energy

«fficiency are also avoided. It is much more expensive and time consuming to

install energy efficiency measures after construction than it is to integrate

efficiency into buildings as they are being designed and built.

~ Vroviding a final set of expe«tcd rebate amounts for its commercial and industrial

programs. I he information provided &in the customer incentives to date for the

IS Custom program is too general to gauge thc reasonableness «f the ultimate

16

17

18

20

21

77

rebates. OR8 also recommends that the minimum vvatt savings shown in the dral't

Commercial Lighting rebate table on page 23 of the Appendix to Mr. Pickles'

testimony be r«pla««d by average or typical vvatt savings f&ir each measure shown.

This vvili make the rebate costs in terms of dollars of customer incentive per k'&V

saved easier to compaite to other utilities' simil tr programs. In addition, ORS

rccommcnds that draft rebate tables be developed for all rebates in the

Commercial and Industrial I'rescriptive and Custom programs.
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~ Developing special programs for small business customers (SCF&G Rate SGS) or

allowing small business customers to participate in certain residential programs in

addition to commercial and industrial programs.

~ Using a program year that matches a calendar year instead of December 1st to

November 30th. This would be more consistent with standard industry practice.

6 Q. STATE THE KEY POINTS ON SCE&G'S PLANS FOR EVALUATION,

i11EASUREMENT, AND VERIFICATION ("EM&V') OF THK COMPANY'S

PROPOSED PORTFOLIO OF PROGRAMS.

9 A.

10

12

13

14

16

1 he kcy points ol SCE&G's EM&V plans are the following:

1. SCE&G has not determined whether it will hire an independent third-party

evaluator or use internal staff to perform EM&V functions.

2. SCE&G anticipates that ORS vvill review EM&V results.

3. EM&V is budgeted at 5'.:o of program costs.

4. EM&V activities will follow industry best practices

5. SCE&G proposes to usc EM&V results prospectively for planning and for

detemnning lost net margin revenue calculations.

17 Q. DO YOU HAVE ANY SUGGESTIONS BASED ON THE FIVE I'I'KMS ABOVE.

18 A. Yes. 1 xvill address each item below.

19 Q. LET'S BEGIN IVITH ITEM ¹I ADDRESSING INDEPENDENT EVALUATION.

20 PLEASE DISCUSS UTILITY INDUSTRY BEST PRACTICES REGARDING

21 KVAI.UATION OF DSM PROGRAMS.

22 A. Industry best practices dictate that SCE&G should hire an independent third-party

23 evaluator to perform EM&V activities.

'I HE OFFICE OF RECLiLATORY STAFF
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A common approach is for a program administrator such as a utility to hire an

indcpcndent third-party evaluator to perform EM&V activities. This approach brings an

independent perspective to the evaluation activities, and helps cnsurc that FM&V

activities are carried out by un-biased, qualified professionals with experience practicing

in the field of energy cfficicncy program evaluation. Use of an independent third-party

evaluator is particularly important, and commonly required by regulatory agencies, when

financial outcomes will be determined based on thc results of EM&V activities. For these

8 reasons, we rccommcnd that an independent third party evaluator be hired.

9 Q. PI.KASK DISCUSS AND COMMENT ON ITEM ¹2, REGULATORY

10 OVERSIGHT OF THK PROGRAM EVALUATION PROCESS.

11 A. SCF&G anticipates filing annual reports to ORS and the Public Service

12 Commission of South Carolina ("Commission" ) that will include prograin performance

13 flndings based on thc results of its FM&V activities. ORS will also have the opportunity

14 to review the EM&V hndings of the third-party evaluator.

15 Q. PLEASE SUMMARIZE SCK&G'S PROPOSED ANNUAL REPORTING

16 PROCESS.

17 A.

18

19

20

21

22

On pages 13-14of the Company's application, thc Company "rcqucsts that in any

orders issued in this docket approving thc Company's DSM programs that the

Commission allow SCE&G the flexibilit to modify, expand, amend, terminate and/or

add any program to its suite of programs going forward without the requirement to sock

prior Commission approval to do so. SCE&G requests that the Commission provide for

the filing of annual updates of the Company's suite of programs with thc Commission

Tll. OFFICF. OF REGULATORY STAFF
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and ORS and deter&nine at the time of such filing ivhether any formal revicvv proceedings

related to these programs a&i &iecessary. '

Company V'itnes» Kenneth Jackson states on page 20 of his direct testimony that

"The C'ompany vvil1 make an annual tiling with the Commission regarding thc

reasonableness and prudence of its incurred costs of providing these programs and

recalculating and adjusting the rider for each customer class, ORS vvill ha& e the;ibility to

re&ieivand;iudit the results of any of these programs. The Company vvould not

implement any proposed &dju»tment» to the rider until at least three months after filing to

allow t'or public comment and for thc ("ommission and ORS's review. "

10 ln addition, C'.ompanv vvitness Felicia Howard states on pages 22-23 of her direct

testimony that 'All program changes would be reported in the annual tilings proposed in

12 the petition in this matter. All changes in these programs would be open to review by

13 ORS and the C'.ommission and th» C'.ompanv vvould specit&callv anticipate them to be

rei ieived and audited in re»pon»e to the annual update tiling». SC.'F&e G believes that thc

rei icvv and ov crsight structure proposed herc strikes the proper balance betiveen

1C& et'ticiency and flexibility in administering the programs and thc need for appropriate

17 regulatory oversight ot the decisions made.
"

1 g Q. DESCRIBE THE REC'EEA'I'ORY REPORTINC: CRITERIA IJSED BY OTHER

1') STATES.

2(1 A. Most states conducting targe scale energy efticienc& and DSM programs require

utilities implementing the programs to tile retro»pective annual reports. These iuuiual

reports typically include the follovving:

THI. OFFICF. OF RFO1'I.A'I'ORY STAFF
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~ Status reports on the most significant aspects of program implementation during

the vear

~ Energy and peak demand savings for each program for the year.

~ Adjustments to planning assumptions regarding measure savings.

~ Program costs by major cost component (e.g. , incentives, marketing, evaluation,

RE D, other administrative) for the year.

~ Program evaluation results or that year's verification'audit results if a full

evaluation was not completed.

10

12

~ Actual program cost effectiveness using the main cost effectiveness test

recognized in the state, such as the total resource cost ("TRC") test. Often, the

other major DSM cost effectiveness tests. such as the Participant test, the Utility

Cost Test ("UCT"). and the Rate Impact ("RIM") test are used as weil.

~ Proposed new programs for the coming year.

14 ~ Proposed programs for termination and the rationales for doing so.

15 ~ Program cost recoverv and financial incentive estimates and proposals.

16 Q. WHAT ARE YOUR RECOMMENDATIONS FOR THE ANNUAL REPORT?

17 A. In addition to the annual filing described by the Company, the annual report

19

20

21

should also include the applicable key components required by other states and itemized

above. These annual DSM reports provide a broader profile of the programs' status than

just the financial aspects of program cost recovery. Annual reports should be filed in the

Spring of each year for the preceding year's results.
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1 Q. ARE THERE OTHER REPORTING CRITERIA?

2 A.

10

12

Yes. In addition, most states require utilities (or non-utility program

administrators as applicable) to submit a report on future programs plans every two to

five years that summarize the programs thc utilities are considering introducing for that

period. Future program report plans typically include the following:

~ Program descriptions including rebate tables.

~ Summaries of major proposed program changes since the previous program plans

werc approved.

~ Estimated program participation for each year.

~ Adjustments, if any, to the energy and demand savings estimates at the measure

level, and the justification for changes from the previous program cycle. These are

typically derived from the program evaluation results from the previous program

13 cycle.

14 ~ Proposed energy and peak demand reductions for each program for each year.

15

16

~ Comparison of the most recent DSM potential estimates to the Company's most

recent integrated resource plan.

17 ~ Budgets by major category for each year.

~ Estimated program cost effectiveness.

19 ~ Program evaluation plans.

20 Q. %%HAT ARE YOUR RECOMMENDATIONS REGARDING A REPORT ON

21 FUTURE PROGRAMS?

22 A.

23

Since the Company has proposed a three-year program plan in the current

application, we suggest that the Company file future program plans every three years.

THE OFFICE OF REGULATORY STAFF
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Three-year inter, als between program plans filing» would not bc burdensome compared

2 to annual program plans. They would also not cover such a long period rus to make

planning difficult to conduct accurately as five-year program plans may at this carly point

4 in the Company's DSM program life cycle. Three-year program plans should bc filed in

the summer before the start of the first program ye'tr cov&:rcd by the plans. This will

fi allow sufficient time for regulatory review~ and approval ol the plans before the start of

the tirst ncw program year.

Q. PI, FASF. DISCIJSS ITEM 43, 'I'IF. COMPANY'S PROPOSED EYALUATION

BUDGFT OF FIYE PERCENT OF PROGRANI COSTS.

The 5"
&& proposed budget is reasonable. 'I'he Company's proposed evaluation

budget ol S"!o of program costs is consistent with industry best practices and should be

17 suflicicnt to allow proper program evaluations to be conducted. Evaluation costs vary

13

14

depending on thc type of program. Programs supporting complex efficiency measures

ivith high levels of projected energy savings and a high degree of uncertainty require the

lS most evaluation resources. In contrast, programs supporting simpler cfticiency measures

I tt ivith consistent, well-documented sai ings (i.c.. energy efficient appliances) can

17 successfully rely on estimated savings proposed at the beginning of th» programs and can

18 bc c~ aluated at lower costs than morc complex site spccilic savings estimates.

1 cJ Q. I.FT'S WIOYE TO Il'EM IJ4, MEASUREMENT AND YERIFICATION

20

21

ACTIYITIFS FOI,I.OWINC INDUSTRY BFS'I' PRACTICES. PLEASE DISCIJSS

INDUSTRY DStt1 FYALIJATION PRAC'I'ICES.

22 A. SCERCi stated that its evaluation activities would adhere to industry best

practices, though the Coinpany did not specify any standards or protocols, Some industry
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protocols for consideration when determining the appropriateness of proposed EMctcV

activities include the following):

~ Environmental Protection Agency's ("EPA's") National Action Plan for Energy

Efficiency: Model Energy Efficiency Program Impact Evaluation Guide (2007).

~ 2007 International Performance Measurement and Verification Protocol

('IPMVP) )h

The first resource listed provides guidance of evaluation of progrants) while

IPMVP addresses protocols for ineasurement and verification at the project or site level.

Figure I, from EPA)s Model Energy Efficiency Program Impact Evaluation

Guide. illustrates the relationship between evaluation activities and the program

implementation cycle. This schematic helps depict the important role that evaluation

plays throughout the course of the program implementation cycle.

Figure 1. Progrant Impletnentation Cycle with High-Level Evaluation Activities

Evaluation Activity
Set. Inc eva Iu at ion
gcais arid ri nnrt Inn

expecter. lot s

Evaluation Activny
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reluation p lar

ail)i i)ticiget

Evaluation Activity
Prepare detailed
evaluation plan-
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as needed

Evaluation Activity
Evalcation data
co)le tion, anaiyse
and reporting
', pe Illa l)s: i)ni lilii i))id

on atter prcgr;m is

I eedback forc

iiiliiii l)i()giaiiis

completed)lI eeet ack ror
( if) i'fil llinigraitl

Source LPA lvlodel I'nergy Effictency Program Impact Lvaluation (in)de, 2007.

The standards and protocols used lor EIRE.V shoultl be specified by the Company

to ensure that best practices are used.
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1 Q. I'I'EIYI 05 ADDRESSES EM(%V RFSUI.TS. PLFASE DISCUSS THE

CO tIPANY'S PROSPECTIVF. USE OF EII@V RESIJI.TS FOR CAI.CULATING

NET LOST RFVENI:E RECOVERY.

SCE&Ci proposes to usc I Mit'V results prospectivelv. for planning and for

determining lost nct margin revenue calculations. Tivo kcy uses of evaluation arc to 1)

inipnive upon existing programs and 2) ensure reliable estimates of' program kW and

kWh impacts. Ilse of I VI&V results for program planning purposes should bc

encouraged. Howe& cr. use of' EM@V results for calculating future lost net margin

revenue is not standard industry practice and could cause significant over- or undcr-

10 estimation ol impacts.

As stated in Vlr. Jackson's Updated Direct Testimony, thc approach of using

12 ei aluation results to cstimtite lost net margins is overly simplistic in that it c&&nsiders only

13 verilted marl et penetrati&&n of DSM tneasurcs by program participants. This is only onc

of thc thrcc important elements of' DSM program evaluation. Tv, o other important ispects

of DSM program evaluations are:

17

~ Verifying the actual DSM measure and program energy and demand savings

estitnates, compared to the Company's estimates for those 1 ictors. These analyses

are done using customer surveys, cnginccring analyses and building, simulation

20

modeling, as vvcll as billing analyses for sotne programs. Such analyses often find

that utility savings estimates developed using industry databases use broad

71 averages for factors for commercial and industrial customers and that these

' National Action Plan for Energy Efficiency (2007). Model Energy Eflicicncy Program Impact Evaluation Ciuide.
htt://ivy. e a. ov/cleanener ~ /docurncnts/evaluation uide. df
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factors do not always apply to actual prt)gram participants. As an example, a

recent Summit Blue cvaluati(&n study of a commercial and industrial lighting

program found that most program participttnts v crc larger comtaaercial and

industrial customers who had tnuch 1(anger hours of'operation thttn th» utility had

assumed. Thus, the cvaluatton based savings estimates that werc develop(:d using

customt r survey» altd Inetering resulted in htghcr energy savings estimates than

thc utility had estimated from its industry database.

~ Nct-to-gross ratios including free ridership and spillover. Net programs often

use industry benchmarks for these parameters. such as an SOI'o net to gross

10 estimate. However, actual program c»aluation results often produce different nct-

12

to-gross ratios than the industry benchtnarks.

Thus, evaluation results typically include savings ad~ustntcnts based on veritied

111casure-level energy and peak demand savings, nct-to-gross ratios, as well as veri fred

marl ct penetration, Thc Company's»itnplistic treatment of this matter underscores the

importance ot hiring an independent professional third party program evaluation

contractor.

17 Accordingly, we recommend that SCE&G utilize the three important clement» of

18 DSM progratn evaluation in its annual true-up

10 Q. PI.EASE SU&IAIARIZE SCE&C'S PROPOSED DSM COST RECOVERY AND

20 INCF. N I'I'~ E IIECHANISMS.

21

22

23

S("E&G proposes to recover its DSM costs. 1(&st net margin revenue, and an

incentive return on DSM investments. Spcciftcally, the pr(deposal includes the following,

detailed in Exhibit 1 ot' SCE&G'» application:
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10

12

13

1. DSM program expenses and overheads amortized over five years.

~ DSM expenses will be booked as a debit to thc DSM Account.

~ SCE8cG will crtxlit the DSM Account monthly to reflect thc fivc-year

amortization recovery of DSM expenses.

2. An incentive return for investing in DSM programs.

~ The Company will compute an incentive return factor to be applied to the

projected balance in the DSM Account for the up-coming rcvicw period. '1 his

will be based on a projection of the unrecovered balance in that account as of

the close of each month during the period.

~ The incentive return factor will reflect the Company's then-current capital

structure and then-current cost of debt and equity, plus an equity incentive of

three percentage points added to the Company's Commission-approved return

on equity ("ROI ").

14

17

~ The sum of these monthly amounts will be adjusted for any over- or undcr-

recovery of the return in the immediate past period. The past period over- or

under-recovery will be measured based on the actual monthly balances in the

DSM Account during the period.

3. Lost net margin revenue forecasted to occur as a result of the DSM programs

19 reducing demand charges and megawatt hour sales between each retail

20 electric rate case.

21

22

~ The Company defines lost margins as equal to thc electric revenue by rate

schedule less fuel costs
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1 Q. WHAT IS YOUR OPINION RFCARDINC SCE8;C'S PROPOSED DS&1 COST

2 RECOVERY AND INCENTIVE MECHANISMS' ?

6

My opinion is as follows:

~ Most utilities vvith DSM c«st rec«very mechanisms expense DSM costs annually.

However, Navigant Consulting is aware that Progress Energy Carolinas, inc. pcr

Commission Order No. 2000-373 in Docket No. 2008-1Sl-E and utilities in

10

cvada capitalize and amortize DSM costs. Capitalizing and amortizing DSM

costs smooth rate impacts of large svvings in annual DSM spending, but delays

full recovery «f costs, and thus boosts rec«very risk. Here, SCEE.O is seeking a

five-year amortization period in lieu of cxpensing thc DSM costs.

12

~ Adding 3'!e t&) thc C«mmission-approvcd return on equity ("ROE"1 is not an ideal

incentive procedure. Calculating this bonus as an addition to th» ROE does not

rctlcct the Company's complete current capital structure. An incentive would be

morc appropriately added to the Company's total rate ot return.

~ Deftning lost margin in th» manner the C«mpany did is n«t thc industry standard.

16 1 he C«mp;tt)y defines lost margin as follovvs (sec Exhibit 1 of thc Company's

17 proposal):

"Margin revenue vvill equal clcctric revenue by rate schedule less fuel

costs and will be computed on a per KWH basis. "

21

'1'he industry standard deftniti«n includes other variable 0/vM costs in addition to

fuel costs in the calculation, for example:

Soul'CC: Un)ted Sttttes t)epartmcnt of Lncrgy t)tld I'PA, 007, Al)gnt)10 Ltlltty lt)cctltt) es u) I ncrgy 1'ft)c)cr)cy
hnp: /n y) u .epadio) cleancncp"r'/encl 'v- n) ')"1)ns na cc ret)utccs )'tllcics htlnl.
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Lost Margin Revenue —Lost Revenue —Fuel Costs —Variable 08.M

Costs

3 Q. AYHAT ARE YOUR RECOMMENDATIONS REGARD& G SCEAG'S

PROPOSED DSM COST RECOVERY AND INCENTIVE MECHANISMS?

Our recommendations include the follov ing:

~ The Company's request to amortize DSM expenses for the three-year program

plan over five years is not opposed: hov, ever, it should bc noted that at the cnd of

the tluee-year program plan. the procedure for booking future expenses is subject

to review.

10

12

13

16

17

18

19

20

21

~ The Company should change the procedure for the incentive return factor in tv o

ways. The Company should: I) add the incentive to the Company's total rate of

return —not just to the ROE portion of the rate of return; and 2) apply the factor

on a graduated scale based on energy savings performance related to planned

goals. Adding the incentive return factor to the total rate of return of 8.36'/o as

calculated in the Company's latest available Quarterly Report and updated with

each annual DSM filing rather than to the ROE portion results in a return that is

more reasonable and more representative of the Company's current rate of return

structure. Taking the procedure further, applxdng the incentive return factor on a

graduated scale based on energy savings ties the Company's performance

incentive morc directly to program performance and not only to program costs.

For instance:

72
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% of Energy Savings Goal Achieved Incentive Return Adder

75% ] 0/

100% 2%

125% 3%

150% 4%

In this example, the Company would use the incentive return adder of 2% during

the program year. At program year-end, a true-up would be applied realizing the

incentive return adder that corresponds to reported actual energy savings as a

percentage of overall planned savings goal. While the first year goals appear to be

reasonable for new energy efficiency programs, some additional benchmarking

against other states' targets should be completed to assure the targets are

appropriate.

10

~ The Company should change the definition of Lost Margin Revenue to include

variable OXM costs.

11 Q. WHAT IS YOUR OVERALL ASSESSMENT OF SCEAG'S FILING?

13

14

I believe that the Company's filing is a good first step in starting a viable

portfolio of DSM programs for the Company's customers in South Carolina. In this

testimony, we have identified some opportunities for improving on the Company's filing

in four areas:

Ie 1. The Company's proposed programs;

17 2. Program evaluation practices;

3. Cost recovery and financial incentive proposals; and,
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4. Regulatory reporting practices.

Adopting these recommendations xvould result in a portfolio of DSM programs

that hetter meets the needs of the Company's customers, aligns the Company's financial

incentives xvith actual program performance, and provides greater confidence in the

program results through increased independence and transparency regarding program

evaluations.

7 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

S A. Yes.
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AREAS OF QUALIFICATION

I iield,'v' seri tees plogranl dcvcfoplnent, I»a»age»lent, and cv'iluiitloil
I..ncrgy services market and technology assessmcnts
DSM benefit-cost analysis
Integrated resource planning
Rcncvvahlc cncrg& strategy and program development
Strategic planning

EOUCATION

Humphrey Institute, Itnivcrsity of Minnesota. Minneapolis, MA. Plat»ung&, 199S
C'arlcton College, Vorthficfd. l&linncsota BA. Physics, 19SO

EMPLOYMENT HISTORY

.TAtnag&ing& Dirc& tor. En& rt&r Prat ti&.', Yaiiyant Consultint& (2010-Pr&s& nr). Responsible for DSM
program evaluations, T)SM potential st»dice, DSM phuming and re *ulatory studies, energy services
prograin and product dcvelopinent, ener&*y services market attd technolo&*y assessments, benetit-cost
analvsis, and the DSM aspects of intc &rated resource planning&.

I'ound& r and Prin&ipal, En& t t&t Pra& ti& e Suttttnir Blue Consulting&(' 000 2010). Responsible for
T)Sfvf potential studies. DSM plannin&& studies, energ) services pro &ram and product development,
managenient. and ei aluation, energy services market and technology assessments. benefit cost
analysis, integrated resource pfamung, and rencvvahfc energy program development.
.41an&tgct ol'I tilitr Consultitig, 6'i&h&n Enct t&v&f&cst&iiutcs. LLC rl999 — !000). Responsible for
energ&y services and rencivablc program development and evaluation, market potential analysis.
integrated resource plat»ting, and benchmarkin&' analysis.
En&'I+1' Ct!nsulrant, .Sichi n En&'tf &t .:I&c&ociatcs, LLC (I9Jr& - l99&t. Responsible fc!r utility energy
services pro«ram des clopnient, utility inte«rated resource plan consulting, energy audits and analysis,
and oiler& "& suppllei' select!all coilsultlng.
Aorthern Stat&'s Pa!vcr Ctrntpanv, .TIarl«''i P(attntnu&lot!su(rant (J99' — I99v). Responsible for DSfvf

potential studies, DSfv1 market a»d impact assessmcnts and evaluations, L)SM program development,
integrated resource planning. and benclunarl ing analysis.
.'Var(It&'rn brat&is I't&n & r ( otnpanv, Produ& t Dm«lirptnent ( onvulultlt (I9&vr — l99 t. Developed sts
markctin&& programs vvith ntulti-nuf lion dollar budgets and impacts ——all programs succcssf'ul and

continuing five to ten yeats later. Also responsible fi!r T)SM prog&ram evaluation.
Xortlt&'rn St&tr&'5 I'oiver Ct&tnp&tng Prt!du&. 'r.'LAtnag&'r (19)rd — I9)r &I Responsible for managing load
management programs, commercial &llld mdustrial energy auditiny. programs, «fhcicnt lighting
prog&rams, as vvell as solar domestic hot vvatcr proyram devclopincnt, management, and ev aluatiwi.
vorrllerrl 5l&ltcs pt&iivr ( I!ttlp&llli', D&'nlo!lstr !)ion pro(or t 6 onsullant (I9BI — 1981) T)cvcfopcd and
implemented NSP s first electric conservation progr&un —a rebate program for ener&*y cf ficient horne
appliances. Prograin successful and contiiniiny. 19 years later.
.Solar ( »nip»nants of TIE, Dire" tor ol' Prt &duct D&iv& It!pro& iu (I )N) — I &)XI). I'.npimded this start up
company's product line considerably throuyh product research and analysis. Also conducted sales
calls.
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RECENT PROFESSIONAL EXPERIENCE

~ DS trl potential and Benefit-Cost. 4 nuit sis Studiest Principal-in-Charge or project manager for
several DSM potential studies that included DSM benefit-cost analysis tasks. The benefit-cost
analyses for these projects v'cre done using a variety of approaches, including simple spreadsheets
and morc complex DSM benefit-cost analysis models such as DSMorc. These projects vvere

conducted for ALP Ohio, APCO, (.'nlorado Springs L&tilitics, Hoosier Energy. the Minnesota OtTice
of Energy Security, Duke Energy~ Indiana. Kansas City Poiver and I.ight, the Kansas Fnergy ('ouncil
Nebraska Public Power District, Voithern ('alifornia Power Authority, and Vova Scntia Power. The
studies fnr Nova Scotia Power and Duke Energy vvere submitted by thc utilitics to regulatory
commissions in the responsible jurisdictions. (2006-2009)

~ .ttfarhet Characteri„-ation Studies: Manag&cd several ntarl et characterization studies lor utilitics and

energy efficiency organizations. The largest of these studies. for Xcel Energy Minnesota. includes
conducting energy audits and decision maker surveys tor random samples of over 500 commercial
industrial. and institutional customers, as vvell as os er 500 audits for residential custontcrs. Tlus data
will be used to calculate thc current saturations of energy efficiency mcasurcs (FFMs), determine the

primary remaining barriers to further LLM installations, and to calculate thc DSM potential for
integrated resource planning purposes. Results of three of these studies vvere presented to stakeholder
groups. and were used in preparing the demand side management parts of the utilities' integ&rated

resource plans. Preliminary results from the Xcel Energy study were presented in a 2002 paper for
ihe National Lncrgy Services conference. ('2001-2006) Conducted similar studies for Otter Tail
Povver ('ompany in 001- 00 and 2009-2010.

~ program Evaluations: Principal-in-Charge tor impact and prncess evaluations for ('.omEd's entire
porttnlio nf Illinois DSM programs. The fncus of the evaluations vvas on impact analysis, while early
evaluation efforts also included sig&&nificant process evaluations (2008-2010). Also Principal-in-
('haree for impact and process evaluations for ALP Ohio's entire portfolin of DSM programs.
Managed a process and market evaluation for Xcel Energy s Commercial'Industrial l)oiler Ftficiency
Program. This project revealed a number of opportunities to increase customers' awareness of the

program. vvhich is the Contpany&s largest natural gas program (2005-2006). Managed a process and
market evaluation for an Alliant Fnerg&y&s Performance ('.nntracting Program. This esaluation led to a
number of suggestions to increase trade ally involvement in the program as vvell as increase customer
understanding ol the program and its goals (2005). Principal investigator for an evaluation for Xcel
Lnergy's DSM Bidding program. I his evaluation investieated the causes of thc program's low goal
achievement, net-to-gross ratio factors such as free ridership, customer and bidder satisfaction with
the proeram and sug&g&estions tor improving future versions of the program (2001).

~ Testimonv on DSM and related filing»: Delivered testimony regarding Vova Scotia Povvcr
Company's prnposcd DSM program plan in 2008. Also testified on First Energy&s Ohio Energy
Securitv Plan in 2008.

~ Impact assessment»: Managed a broad-based assessment or audit for all ot Xcel Energy's Minnesota
DSM programs. This project involved evaluating all proeram impact assumptions tn ensure thai they
are consistent vvith current industry estimates. Only secondary sources werc used for the project
(2001-2002).

~ Regulating DS 11Spending: Principal investigator for a study on hovv best to regulate DSM
spending. The Canadian Association of Members of Public 1)tility Tribunals (C AMPL' I') en&*aged
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Summit Blue Consulting and the Regulatory Assistance Project (RAP) to assess the current state of
DSM (both gas and electric) in selected key jurisdictions that are active in DSM. The goat of the
research was to determine the appropriate level of spending on DSM and the best mechanisms to
ensure testing of costsbenefits xvith a view to adopting guidelines for use by utilities and regulators
across Canada. The Summit Blue team conducted in-depth telephone inten iexvs xvith regulatory.
utility and other staff in roughly 15 states and provinces xvhose experiences xvould be useful to
CAMPL T These interviews. combined xvith the experience of Summit Blue and RAP and general
literature in the field, werc used to prepare a comprehensive report and an appendix containing
detailed sunmiarics of each jurisdiction. This research established industry benchmarks and practices
across North America and has been xvidcly cited and read in the industry (2005-2006)

~ Demand Response Potential Srudy Principal investigator for a study on demand response resources
for the International Energy A.gency (IEA) that focused on thc assessment of portfolio of demand
response programs and hoxv these should be integrated in a resource planning framework that
accounts for synergies among programs. risks to ratepaycrs, and overall market efficiencies. These
efforts xvere part of the IEA I ask XIII Demand Response Resources (DRR) study Summit Blue
evaluated approaches for assessing DRR including basic benchmarl approaches. applications of
standard benefit cost tests, assessments based on increased reliability resulting from DRR. and a case
study modeling effort. xvhich addressed a resource planning approach for valuing DRR. The case
study included changes in system costs with and without DRR included in a portfolio of resources
The difference in system costs over a 19 year time horizon provides an estimate ot the value of DRR
for the electric system. Summit Blue used New Energy Associates' Strategists(; Strategic Planning
Model for this effort. In addition. as part ot thc IEA project, Sununit Blue conducted a detailed
suncy of 40 North American utilities to gather information on their demand response programs. The
survey topics included the types of demand response programs the utilities are conducting. program
participation and demand reduction impacts. (2004-2005)

~ 1RP and DSM Collaborative groups Provided facilitation and key analytical support for IRP and
DSM collaborative groups for Public Service Company of Vexv Mexico. Nova Scotia Power, and
Xcel Energy:Northern States Power. XVork most recently includes overall IRP planning and
facilitation, as xvell as DSM spccitic planning and facilitation. XVork in Minnesota was in response to
a specific IRP order from the Minnesota Public Utilities Commission (2001-2008)

~ Demand Response Market Study: Managed an extensive market survey of Midvvestern investor-
oxvned utilities' demand response programs, as xvell as a sampling of utilities throughout the country
The focus of the effort xvas on nexver buy-back type programs. in xvhich utilities offer customers
market-based price incentives for reducing their loads at peak times. A summary of the results of this
effort was presented in a 2001 paper for the National Energy Services conference (2001)

e Solar DHlf'Programr Developed, managed. and evaluated a solar domestic hot water program for a
large Midkvestem utility The program offered customers loxv-interest loans to finance solar DHlV
systems. Managed a process and impact program evaluation, including surveys of program
participants to gauge their satisfaction with the program
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RECENT PUBLICATIONS

Revie» of Recent Mid» est IJSM I'otential Studies 2008. 200S A('FFF Summer Study on
E'ner y I fttctc»cy in IJutldin s. American ('ouncil for an I'.ncrgy I:.flicicnt I&con»my: &«'r&sh&» ton, D.(:0

IJenclunarI'ing& the I'otential for Demand Rcsponsc I'rogr;ims t)0(&. If&th lcat&o»al Energy
.ici vices ( oiifcicilcc I'rocccding&s. Association of Energy Services Professioiials Iiiternation;il: .Iupiter
FI .

The Fncr&» E'nose&i»lion Potenti;il for Retro-('ommissioning 2004. I'&th N&iti&mal ('onfcrcncc on
IJutldt»g& ( onm»ssioiiiiig Porthind Energy ( ollserv;itioll lnc. : I orth)&id, ()R.

Xcel Encrgt DSM Potential Study 2002. 13th sat&oil»i Etlergy Scr& icos ( ollfcicilcc
Proceedings Association of I-'ncrgy Services I'rof'cssionals International' Jupiter I-'I,

I.o;id M;iiia emcnt IJuybacl Programs 0&)1. I'&th National I&ncrgy Sct»iccs f'o»fere»cc
Proceedin s. Association ot' 1.:ncrgy Services I'rofcssionals Intcrnatioruil: Jupitci' I l, .

(.'onununity Energy ('oopeiative I.ighting Rctrotit I'r&&gram 001. I th h at&»»al Fncrg&y Sera ices
('onl'crcncc Proceedings, Association &tl'1&nergy Services Profession&&la Inteniational. Jupiter Fl. .

Energy See'icc I'rovidcrs &&aloe Added Seta'«ccs 000. I I tli 'Ratio»al Energy Services
C'o»tcrcncc Proceeding&s. Associatioii of Ener& I Services Prolcssionals Intern;&tional: Jupiter I 1..
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